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MEMORANDUM fin [oe jasc 
TO; Roger Mozingo 
Goverment Relations ay 
|: 
FROM: Frank Skinner “SG í 


Tax ‘ 
RE: New York S. 5688/A. 10200 W yi 


| have reviewed the referenced bill, and my comments are as foll asi) 
Summary; 


~——---—This- bill, if enacted, will increase the stamping agent's, wholesalers, and retailer's 
required minimum mark-ups applicable under the New York Unfair Cigarette Sales Law 
(Minimum Pricing Law) significantly. Thereby, increasing the retall price of cigarettes 
sold In the State. In addition, the bill creates iwo new payments to be remitted by 
stamping agents based on the volume of cigarettes that they stamp. One fee is to 
provide additional funds for enforcement of the minimum pricing law. Ihe otner fee is tu 
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provide funding for the “Youth Smoking Awareness Fund". | ed 
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Minimum Pricing Mark-up Increases yr 
Ae 
The hill proposes to increase current minimum mark-ups as follows: a 


Current Mark-up Proposed Mark-up = N 





Agent to wholesaler 718% 2 1/2% A : iB 
Agent to chain 1 1/2% 3 4/710% J ' 
Agent to retailer - 37/8% 58/10% ‘ 

re Wholesaler to chain 5/8% 9/10% 

Te Wholesaier to retailer 3% 3 3/10% 
Retail 7% 7 7110% 


These increases in the minimum mark-up on product will result in an increase in the 
price of cigarettes to consumers by both raising the price of a pack or carton and 
concomitantly the basé to which the sales tax is applied on a pack or carton. Our best 
estimate of the increase in price to ba experience by consumers, if this bill is enacted is 
approximately $0.50 per carton on full-priced brands. 
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in my analysis, these increases simply amount to a gratuitous increase in profit margins 
for the distribution chain, especially for agents, at the expense of consumers. Given that 
New York is already a high cost state in which to purchase cigarettes. | would anticipate 
that these increases would further encourage bootlegging (casual and organized) and 
Indian sales. If legai sales in New York were lo remain level after theso increases in 
prica, then the State and locals imposing sales taxes would experience some increase 
in revenue from that tax. However, it Is most likely that these increases would cause 
further stusion in legal sales, and would likely result in a net lass in tax revenues. 


New Payments By Stamping Agents 


The bill proposes to create two new payments to be made by agents fo the State based 
on cigarette volume handled. The first payment is for additional funds to enforce the 
minimum pricing law. The payment is stated to be 1/4 cent per 10 cigarettes (1/2 cant 
per 20-pack) into the enforcement fund. the second payment Is to fund a new “Youth 
Smoking Awareness” program. The payment is stated to be 1/2 cent for each ten 
cigarettes (1 cant per 20-pack). No payments to these funds are required from 
wholesalers or retailers. 


if this bill is enacted, New York would become only the second state to Impose a 
specific fee on its stamping agents to fund enforcement of its minimum pricing law. if 
enacted, New York would become the first state to impose a specific fee on its 
stamping agents to create an anti-smoking program. Therefore, this legislation would 
break some new ground and could set a direct precedent for interests in other minimum 
pricing states to follow. In fact, this program could be adopted in any state, with or 
withoul a minimum pricing law, to create and fund anti-smoking programs or to fund 
cigarette sales policing laws. 


In effect, these fees amount de facto to tax increases without being labeled as such 
since they will go into the state treasury to fund state programs. Again, this Is a dubious 
precedent. It muy be possible to skirt the laws in offect in some states making tax 
increases more difficult to enact than other legislation (super majority requirement, etc.) 
by following the pattern set In this legislation. 


| do not know what interest group is sponsoring this legislation. It may be that the 
stamping agents are backing it and have created fee contributions to enlist the aid of or 
neutralize the potential opposition of the state and anti-smoking groups. Alternatively, it 
could be sponsored by the state or anti-smoking groups with the mark-up increases 
thrown in to placate state cigarette distributors while obtaining funding and raising the 
price of cigarettes. Either way, this is a difficult bill to tolerate. 


Historically, RJRT has remained neutral on bills benefiting our distribution chain. 
Because of its unique features, ! would query management to determine whether we 
will continue this practice on this bill. 
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